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WELCOME TO APPLEBEE'S: A COMPANY THAT CONTINUES TO OUTPACE

THE COMPETITION IN SYSTEM SALES, SIZE AND MARKET SHARE

While 2001 was a difficult year for our country and
our economy, the strength of the Applebee’s brand was
reinforced. As the world’s largest casual dining concept,

Applebee’s dominates the industry’s fastest-growing

company restaurant sales climbed 8 percent to
$651.1 million, and total operating revenues, including
company restaurant sales and franchise income, grew

8 percent to $744.3 million. Fiscal year 2001 results

segment and ranks among the top
10 restaurant chains in America.
The true measure of success is

|
|

what you do with it. Applebee’s cre-

ates a culture of opportunity for our
associates and strives to increase value |
for our shareholders. As to the future,
we seek not just to be the largest
concept in casual dining, but to be
the best in delivering price/value,
food and service to our guests.

Our formidable industry leadership is clearly evi-
dent in our financial and operating results for the
fiscal year ended December 30, 2001. System-wide sales
for the Applebee’s concept, including both company

and franchise restaurant sales, increased 10 percent

over the prior year to a record $2.93 billion. Total

LLOYD L. HILL
CHAIRMAN, CHIEF EXECUTIVE
OFFICER AND PRESIDENT
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- include 52 weeks as compared with
53 weeks in fiscal year 2000.

Net earnings for 2001 were a
record $68.5 million, or $1.85 and
$1.81 per share on a basic and

diluted basis, respectively (excluding

a $4.1 million or 11 cent per share
after-tax charge relating to refinanc-
ing costs). This represents a 15 percent
and 13 percent increase in basic and
diluted earnings per share, respec-
tively. Including refinancing costs, net earnings were
$64.4 million, or $1.74 and $1.70 per share on a basic
and diluted basis, respectively.

System-wide comparable sales for the Applebee’s
concept, which compare restaurants open for at least

18 months, rose 2.9 percent for fiscal 2001 - in line
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Applebee’s sentor management team consists of (from left) Jokn Cywinsks, Carin Stutz, Steve Lumphin,
George Shadid, Lou Kaucic, Lloyd Hill, Dave Goebel, David Parsley and Larry Cates.

with our original target for the year of at least
2 to 3 percent, despite the impact of the tragic events
of September 11 and the slowing economy. Comparable

sales for company restaurants

increased 2.5 percent for the

Applebee’s stock performance for 2001 established
record highs, appreciating more than 60 percent
during the year, and our market capitalization sur-
passed the important $1 billion

level. At mid-year, we declared

THE TRUE MEASURE OF

year, while comparable sales
for franchise restaurants grew
3.0 percent.

Applebee’s solid financial
to

performance continues

DO WITH

exceed our key financial targets.
Earnings per share growth on a ........ccommnnvccrnnrioreneens
comparable 52-week basis surpassed our 2001 target
of at least 15 percent, with a five-year compounded
annual growth rate of more than 17 percent. In addi-
tion, return on equity was over 22 percent for the

year, well above our target of 20 percent and one of

the highest levels in the industry.

SUCCESS

IS WHAT YOU

a three-for-two stock split.
Although cash dividends aren‘t
a key component of our strat-
egy to increase shareholder
value, we've paid 12 consecu-
IT. . .
tive annual dividends. The 2001
............................................ dividend of 8 cents per share
represented an increase of 9 percent over the previ-
ous year, adjusted for the stock split.
Our cash flow continues to increase as we gener-
ated EBITDA of $155 million for the year. Combining

this cash flow with our strong financial position

allowed us to continue stock repurchases to enhance
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APPLEBEE’S INTERNATIONAL, INC.

shareholder returns. During the year, we repurchased
1,909,000 shares of common stock at a total cost of
$45 million, bringing the total repurchases to over
$240 million since 1997.

During the fourth quarter, we established a new
$150 million three-year revolving credit facility with a
syndicate of eight banks, replacing our existing term
loan and revolving credit agreements. The refinancing
resulted in non-recurring charges of 11 cents per share
due to the termination of interest rate swap agreements
and the write-off of previously deferred financing
costs, but substantially lowered our borrowing rate
and enhanced our financial flexibility going forward.
STRENGTHENED LEADERSHIP TEAM We've
made great advances in the past year in further strength-
ening an already outstanding team of senior executives
and solidifying our strategic succession planning.

After an extensive search in which we considered
many highly qualified candidates from both inside

and outside the restaurant industry, we announced in

/ 2007 SUMMARY ANNUAL REPORT

January 2002 that George Shadid would assume
the newly created position of chief operating officer.
George had served as our chief financial officer since
1992, and has been a member of the company’s Board
of Directors since 1999. As COO he will be responsible
for domestic company and franchise operations and
key support functions of purchasing and distribution,
new restaurant development and training.

Steve Lumpkin, previously our chief development
officer and a member of our senior executive team
since 1995, has been promoted to succeed George as
chief financial officer. He will be responsible for the
company'’s finance, accounting and treasury functions,
as well as information technology, legal affairs, investor
relations, risk management and corporate communi-
cations. Both assignments were effective March 1, 2002.

Dave Goebel joined the company in February
2001 as senior vice president of franchise operations,
bringing nearly 30 years of business management

experience including 18 years in the restaurant industry.

Applebee’s dominates the casual dining landscape with 1,900 restaurants in netghborhoods in 49 states,

as well as esght international countries — and we project a domestic potentsal of at least 1,800 restaurants.

page 5
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APPLEBEE’S INTERNATIONAL, INC.

He is responsible for the company’s domestic franchise
operations including nearly 1,100 franchise restaurants
across the country.

During the year, we aligned two critical areas -
marketing and research and development - under
one umbrella. John Cywinski
joined the company in July as
chief marketing officer, bringing
17 years of marketing experience
including 10 years with several of
the world’s largest restaurant

companies. His expanded responsi-

/ 200/ SUMMARY ANNUAL REPORT

FRANCHISE STRATEGY Much of the success and
growth of the Applebee’s system in its formative years
resulted from the insight and guidance of our
co-founders, Abe Gustin and John Hamra. They believed
that a casual dining concept could be successfully and
aggressively franchised in an era
when only fast-food franchising
was predominant.

Applebee’s franchise business
model remains the strongest in
the industry. Today, 66 franchise

organizations, including 52 domes-

bilities include marketing and
advertising, as well as overall direc-
tion of food and menu strategies.

Kurt Hankins joined the com-
pany in August as vice president of
research and development report-
ing to John. Kurt has 21 years of
industry experience, including
17 years of food development and
culinary management experience
in the casual dining segment.

We also strengthened our sup-

Stnce the first restaurant opened as TJ.
Applebee’s B, for Edibles & Elixirs® in 1980,
we've rematned consistently true o the orginal
concept of good food, reasonable prices and qual-
ity service in a neighborhood setting. This
consistency ensures our guests that everything
they enjoy about therr neighborhuod Appledee’s
wil] de duplicated wherever they go ... across

town or across the country.

tic groups, own and operate
nearly 1,100 restaurants repre-
senting 78 percent of the system
total. By partnering with our
franchisees, we’ve rapidly grown

the Applebee’s brand into the
most dominant concept in casual
dining today. Our proven franchise
strategy results in less volatility in
earnings, and superchafges our
returns as our franchisees invest

their own capital.

port team with the addition of Tamy Duplantis as vice
president of information technology in April.
Rounding out our seasoned leadership team are
Lou Kaucic, our chief people officer, Carin Stutz, senior
vice president of company operations, David Parsley,
senior vice president of purchasing, and Larry Cates,

president of our international division.

page 7

At our annual franchise meeting held last month,
we celebrated the achievements of our franchisees
with the recognition of our top performers. We had
more than 75 restaurants that exceeded the $3 million
annual sales level, led by our Times Square, New York,
location which posted record sales in excess of

$7.5 million in 2001.




LeFT: Our new Philly Cheese Steak i3 piled high with authentic Philadelphia-style shiced steak,

sautéed peppers, onions and a blend of melted cheeses. RIGHT: Conventence, an essential part of

Applebee’s positioning, will be reinforced with a_focus on our “To Go” business in 2002.

INDUSTRY OVERVIEW The year's uncertain econ-
omy and the aftermath of September 11 exerted a
temporary negative influence on our sales trends.
However, our proven franchise business model, dominant
brand and strong price/value relationship enabled us

to weather this weak consumer

spending environment,

1955 to 47 percent today to an estimated 53 percent
by the year 2010.

Moreover, dining out has never been more of a
bargain compared to cooking at home, especially con-
sidering the time required to shop and prepare a

meal. With Applebee’s check

average of between $10 and

SUCCESS TODAY IS

We believe that Applebee’s

$10.50 in company markets,

STILL ABOUT WHAT IT'S

will continue to benefit from
long-term lifestyle and demo-
graphic trends, including firmly
entrenched consumer dining
habits. Studies reveal that
Americans now consider dining
out as their favorite form of
entertainment and the number
one way to relax and unwind.
Over the next decade, the ...
aging “baby boomer” population with the highest
propensity to dine out will be in their peak earnings

years. The percentage of food eaten away from home

also continues to rise, growing from 25 percent in

ALWAYS BEEN ABOUT -

7@@@/ /@@@Z/

SERVED BY

7%@@% peop /@o
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we're well positioned to capi-
talize on these trends.
DOMINANT SIZE, SALES
AND SHARE Applebee’s today
dominates the casual dining
landscape and continues to
outpace and outperform our
competition. Our system sales
rank the company among the
......................................... top 10 U.S. restaurant chains,
according to Nation’s Restaurant News.

At year-end 2001, we were operating 1,392 restau-

rants in 49 states and eight international countries —

more than our two nearest competitors combined.
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LEFT:.A great meal makes a great gifl, and Applebee’s gift certificates can be purchased in our restaurants
or ordered eastly online at wewtoapplebees.com. RIGHT: East meets West in our popular Oriental Chicken Salad,

blending crunchy fried chicken with crisp Asian greens, toasted almonds and crispy rice noodles.

This industry-leading total included 310 company- SITE DEVELOPMENT AND POTENTIAL

owned and 1,082 franchise restaurants.

System sales have escalated at a compound

' annual growth rate of 25 percent over the last nine

Last year, 108 new Applebee’s restaurants were
opened - the ninth consecutive year that the Applebee’s

systern has opened more than 100 restaurants ... grow-

f years, reaching nearly $3.0 billion for 2001, the largest ing from 250 restaurants at the end of 1992 to 1,400

| market share in our segment. restaurants today. This pace is roughly equivalent to
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APPLEBEE’S INTERNATIONAL, INC.

opening a new restaurant almost every other business
day for nearly a decade. Our unprecedented develop-
ment rate and system size give Applebee’s a significant
competitive advantage in the marketplace — an advan-
tage that shows no signs of diminishing. While many
in casual dining have slowed
down development, we look for-
ward to our 10th year of 100-plus
unit openings in 2002. We continue
to project a domestic potential of
at least 1,800 restaurants includ-

ing 1,650 in our core markets and

00/ sUMMARY ANNUAL REPORT

opportunities for sales growth and expanding distribu-
tion of the concept.

As important as system size and development
pace are, there’s a great deal more béhind Applebee’s
success. Our brand positioning statement makes no
mention of number of units or
market share. Success today is
still about what it’s always been
about - good food served by
great people in a fun, friendly
neighborhood atmosphere.

PRICE/VALUE LEADERSHIP

ABOVE: Our new core menu, implemented

150 in smaller towns.

Applebee’s dominates casual din-

system-zoide last year, offers a taste-tempting blend

Our international presence of new items, signature ttems and lmg-time ing — and like successful market

Javorites, with increased portion sizes on many

reached 38 units in eight countries leaders in all industries, we will

menu selectrons. BELOW: We have increased

at year-end, including restaurants be a leader in price and define

the size of our signature Fiesta Lime Chicken™ by

in Canada, Mexico, Honduras, value for that price. And we

60 percent as part of our strategy to provide more

Sweden, Greece, Egypt, Kuwait abundant portions and improved price/value. recognize that the value compo-

and the Netherlands.

As the world’s largest casual
dining concept, we continue to
explore opportunities to leverage
our brand and system size for
future growth and profitability. During 2001, we con-
ducted, with the assistance of a leading worldwide
consulting firm, a strategic assessment of the Applebee’s
brand in order to determine the full potential of the
concept. The assessment identified several strategic
initiatives that will allow us to realize Applebee’s full
potential. These strategic initiatives are focused on

improving our overall capacity utilization, identifying

nent is comprised of a number of
factors including food, service
and convenience.

To continue delivering food
value, Applebee’s has launched a
number of menu initiatives. A new core menu, rolled
out in company restaurants in fafl 2000, was imple-
mented throughout our franchise system during the
second quarter of 2001. The menu features a blend of
new items, signature items and long-time favorites,
with approximately 20 percent of the items being new
or improved. To enhance our price/value perception,

we also increased the portion size of some menu items.

page 11




Our food promotions throughout 2001 and into 2002, designed specifically to spark interest and build traffi,

offér something for every taste and appetite. These promotions feature a mix of both limited-time

offerings and items selected from the neww core menu.

Our ongoing strategy is to continually evolve the
core menu to keep it fresh. We've recently added new
items with bolder flavors and higher spice profiles.

Several initiatives are under way to ensure the con-
tinued strength of our pricefvalue relationship. We've
focused training efforts for our associates on improving
the delivery of “hot food, hot” in response to research
that shows a direct correlation
between taste and temperature,
and resulting guest satisfaction.

During the year, we
conducted a comprehensive

evaluation of our existing supply

chain and are now designing

APPLEBEE’S DOMINATES

@?@ZS(Z(Z@Z/

din im%oo

Kitchen Council brings entrepreneurial insights to our
product development process. And we continue to
use our Customer Service Index to gather input and
track how well we're delivering value. Each month,
approximately 40,000 customers respond and tell us
how we're doi_ng.

FOOD PROMOTIONS AND ADVERTISING We
............................................ supported our new core menu
rollout with a strategic shift
in our food promotion efforts.
To broaden the appeal of our
2001 food promotions, we

shifted from promoting single

items to a multiple-item strategy

WE WIiLL BE A LEADER

and implementing enhanced

featuring three or four entrees,

IN PRICE AND DEFINE VALUE

purchasing, inventory manage-
ment and distribution systems.
The savings and consistency we
achieve from this initiative will also help to enhance
our pricefvalue relationship.

We seek input from a variety of sources to make

certain we continue to deliver value. Qur Franchise

FOR THAT PRICE.

including selected items on cur
core menu. |

............................................ We had six food promo-
tions during the year, including: “Steak Toppers” — top
sirloin with a choice of four toppings; “Combo BBQ" -

combining our signature Riblets with chicken; “Steak

Trio” — featuring two long-time favorites, our popular

page 12
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/ 200/ SUMMARY ANNUAL REPORT

Launched at the start of 2001, our upbeat “Eatin’ Good in the Neighborhood ®” advertising campagn has helped boost

Applebee’s unaided brand awwareness to record levels. LOWER RIGHT: Usnvedled in conjunction with the 2002 Winter Games,

a new brand image spot reinforces our neighborhood positioning with an emotional depiction of a retiring high school coach.

House Sirloin and Bourbon Street Steak, along with a
whopping 20-ounce Porterhouse; “Summer Salads” —
offering new Garlic-Crusted Shrimp Caesar and
Steakhouse salads in addition to our regular offerings;

“Fiesta del Grill” - offering our signature Fiesta Lime

Chicken™, our improved Fajitas and a Southwest Steak

Skillet; and “Honey of a Deal” - the final promotion
of the year which added a new honey-flavored twist
to our Riblets, steak, chicken and salmon while con-
veying a value message to our guests.

Our system size provides us with significant funds
to leverage our advertising clout on national television.
“Eatin’ Good in the Neighborhood,®” our advertising
campaign unveiled at the start of 2001, captures key
elements of our brand positioning and focuses on our
unique neighborhood atmosphere. We backed the
campaign with a 13 percent increase in network
advertising spending to over $50 million. This cam-
paign appears to have broken through the clutter and
has boosted Applebee’s unaided brand awareness to
an all-time high. In conjunction with the recently com-
pleted 2002 Winter Games, we launched a new brand
image spot that also highlights our unique position as
an integral part of the neighborhood.
CONVENIENCE When customers consider the value
they receive at Applebee’s, convenience in all its forms
is another determining factor. With 1,400 restaurants,

we're conveniently located right in the neighborhood
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APPLEBEE 8 INTERNATIONAL, INC.

for millions of customers. Our guests enjoy the conven-
ience of quick service and the ability to get in and out
in less than an hour — getting their check promptly
and having their credit card returned quickly.

For many consumers, convenience and carry-out
food are synonymous. During 2002,
we intend to focus on our “To Go”
business, currently accounting for
approximately 4 percent of sales,
using technology to expedite and
standardize procedures to ensure

food quality is not compromised.

ABOVE: Tammy Burgess, a server and tramer

<UU/ SUMMARY ANNUAL REPORT

Delivering that experience with passionate, attentive
service requires the right associates who are well
trained, motivated and excited about what they do.
Operating in an industry where the average
hourly turnover exceeds 140 percent per year, we
have developed programs aimed
at selecting and retaining the
best associates. One retention
program is the Performance
Improvement Process (PIP) which

provides each hourly associate with

feedback on their performance

at the Applebee’s in Clinton, Mississippy, encour-

After carefully studying the mar-
ketplace, we're currently testing

all elements of carry-out from

aged and supported a guest throughout her
arduous chemotherapy treatments by promising

an tce cream dessert after each session. For her

twice a year. The feedback is based
on nine competencies deemed

essential to success at Applebee’s.

example of caring and kindness, Tammy recefved

packaging to delivery.

PASSIONATE, ATTENTIVE

the First Annual Applebee’s Humanitarian
Award. ReELOW: Applebee’s training and devel-

Based on the feedback, the man-

ager and hourly associate then

opment programs focus on retaining our best

SERVICE We know that our
guests have a great many choices,
and our overriding goal is to
consistently provide passionate,
attentive service. Simply put, we
want all of the 250 million plus
guests who visit our restaurants
each year to feel better when they
leave than when they came in.
On average, we have less than an hour to deliver
an experience that clearly differentiates us from our
competitors and makes our guests eager to come back -
less than an hour in which to please and impress

them, to excite them and make them feel important.

hourly and management associates.

develop a personal development
plan for the next six months.
Using the PIP scores and rankings,
restaurant managers can focus
their retention efforts on their
most talented performers.

The company has taken a
similar approach with our restau-
rant managers where industry
turnover rates exceed 30 percent. The Management
Assessment Process (MAP) is Applebee’s proprietary
system to assess restaurant managers using compe-
tencies rated by both the individual and the

manager’s supervisor. This tool not only helips us in
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At Applebee’s, we're not just in 1,400 neighborkoods ... we're a part of these neighborfoods,

taking an actrve role in the community. Underscoring this local focus, cach restaurant’s décor features

hometown herces — from local athletes and firefighters to celebrities and other notables.

developing our managers but also in identifying
which managers possess the talent and skills necessary
to be promoted to support our continued growth.
This tool is one of the ways we were able to signifi-
cantly reduce general manager turnover to 12 percent
and overall management turnover to 23 percent for
the year. Retaining our best performers is critical to
our long-term success and has contributed to substan-
tial improvements in our guest satisfaction scores.

NEIGHBORHOOD SPIRIT At Applebee’s, the
concept of service extends from our restaurants into
our communities on an ongoing basis. In the after-
math of the September 11 tragedy, the Appliebee’s
system, including our associates and franchisees,
quickly banded together to donate a total of $1 mil-
lion to the Federal Law Enforcernent Foundation,
the American Red Cross Disaster Relief Fund and the
Windows of Hope Fund. Our guests also contributed
another $450,000 to the American Red Cross by
donating funds during our “Neighbors Helping

Neighbors” flag campaign.

APPLEBEE’S FUTURE Since the terrorist attacks
on America, people have sought comfort in all that is
close and familiar, reconnecting to what they hold dear.

Applebee’s is uniquely positioned to help meet
this need and fill this role. We offer a comforting,
unintimidating experience with good food that's
right in the neighborhood, close to home - a trusted
haven where people can forget their troubles and
escape the realities of life.

In years past, the Applebee’s concept has shaped
an entire industry. In the years ahead, we will con-
tinue to redefine the casual dining segment ...
one neighborhood at a time, one guest experience

at a time.

e e

Lloyd L. Hill
Chairman of the Board,
Chief Executive Officer and President

March 2002
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CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)

FISCAL YEAR ENDED

Dec. 30, 2001 Dec. 31, 2000
Assets
Current assets:
Cash and cash equivalents $ 22,048 $ 10,763
Short-term investments, at market value 699 1,312
Receivables, net of allowance 22,827 19,760
Inventories 10,165 12,616
Prepaid and other current assets 12,260 6,389
Total current assets 67,999 50,840
Property and equipment, net 330,924 314,216
Goodwill, net 77,865 83,265
Franchise interest and rights, net 2,449 2,949
Other assets 21,074 20,437
$ 500,411 $ 471,707
Liabilities and Stockholders’ Equity
Current liabilities:
Current portion of long-term debt $ 43 $ 894
Accounts payable 22,196 26,556
Accrued expenses and other current liabilities 71,551 62,511
Accrued dividends 2,977 2,774
Accrued income taxes 979 1,100
Total current liabilities 97,746 93,835
Non-current liabilities:
Long-term debt - less current portion 74,525 90,461
Franchise deposits 1,515 1,596
Deferred income taxes 1,442 4,097
Total non-current liabilities 77,482 96,154
Total liabilities 175,228 189,989
Commitments and contingencies
Stockholders’ equity:
Preferred stock - par value $0.01 per share: authorized - 1,000,000 shares;
no shares issued — —
Common stock ~ par value $0.01 per share: authorized - 125,000,000 shares;
issued — 48,225,358 shares in 2001 and 2000 482 . 482
Additional paid-in capital 180,802 172,037
Retained earnings 355,191 293,772
Accumulated other comprehensive income, net of income taxes 14 39
536,489 466,330
Treasury stock — 11,014,733 shares in 2001 and 10,395,795 shares in 2000, at cost {211,306) (184,612)
Total stockholders’ equity 325,183 281,718
$ 500,411 $ 471,707

These condensed consolidated financial statements should be read in conjunction with the full financial statements presented in our Form 10-K.
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CONSOLIDATED STATEMENTS OF EARNINGS

(in thousands, except per share amounts)

FISCAL YEAR ENDED

Dec. 30, 2001 Dec. 31, 2000 Dec. 26, 1999
Revenues:
Company restaurant sales $651,119 $605,414 $596,754
Franchise income 93,225 84,738 72,830
Total operating revenues 744,344 690,152 669,584
Cost of company restaurant sales:
Food and beverage 175,977 166,014 163,865
Labor 208,996 191,402 188,538
Direct and occupancy 164,965 151,611 145,747
Pre-opening expense 1,701 1,659 1,582
Total cost of company restaurant sales 551,639 510,686 499,732
General and administrative expenses 72,935 65,060 63,338
Amortization of intangible assets 5,851 5,934 5,997
Loss on disposition of restaurants and equipment 1,492 1,265 5,607
Operating earnings 112,427 107,207 94,910
Other income (expense}:
Investment income 1,650 1,484 1,195
Interest expense (7,4586) (9,304) (10,814)
Other income (expense) (2,744) 551 444
Total other expense (8,550) {(7,269) (9,175)
Earnings before income taxes and extraordinary item 103,877 99,938 85,735
Income taxes 38,227 36,777 31,537
Earnings before extraordinary item 65,650 63,161 54,198
Extraordinary loss from early extinguishment of debt, net of income taxes (1,249) — —
Net earnings $ 64,401 $ 63,161 $ 54,198
Basic earnings per common share:
Basic earnings before extraordinary item $ 177 $ 161 $ 127
Extraordinary item (0.03) — —
Basic net earnings per common share $ 174 $ 161 $ 127
Diluted earnings per common share:
Dituted earnings before extraordinary item $ 173 $ 160 $ 126
Extraordinary item (0.03) — —
Diluted net earnings per common share $ 170 $ 1.60 $ 126
Basic weighted average shares outstanding 37,008 39,228 42,605
Diluted weighted average shares outstanding 37,918 39,447 42,902

These condensed consolidated financial statements should be read in conjunction with the full financial statements presented in our Form 10-K.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS” EQUITY
(in thousands, except share amounts)
Accumulated
Additional Other Total
Common Stock Paid-In Retained Comprehensive  Treasury  Stockholders’
Shares Amount Capital Earnings Income (Loss) Stock Equity
Balance, December 27, 1998 48,225,358 $482  $163,651 $181,849 $ 113 $ (50,042) $296,053
Comprehensive income:
Net earnings — — — 54,198 — — 54,198
Change in unrealized gain on short-term
investments, net of income taxes — — — — (63) — (63)
Total comprehensive income — — — 54,198 (63) — 54,135
Purchases of treasury stock — — — — — (102,959) (102,959)
Dividends on common stock, $0.07 per share — — — (2,660) — — (2,660)
Stock options exercised and related tax benefit — — 3,773 — — 3,252 7,025
Shares issued under employee stock and
401(k) plans — — 1,063 — — 1,113 2,176
Restricted shares awarded under equity
incentive plan, net of cancellations — — 121 — — 6 127
Unearned compensation relating to
restricted shares — — 431 — — — 431
Notes receivable from officers for stock sales — — (455) — — — (455)
Balance, December 26, 1999 48,225,358 482 168,584 233,387 50 (148,630) 253,873
Comprehensive income: )
Net earnings — — — 63,161 — — 63,161
Change in unrealized gain on short-term
investments, net of income taxes — — — — an — ()
Total comprehensive income — — — 63,161 (11) — 63,150
Purchases of treasury stock — — — — —  (43,192) (43,192)
Dividends on common stock, $0.07 per share — — _ (2,776) — — (2,776)
Stock options exercised and related tax benefit — — 2,298 — — 4,201 6,499
Shares issued under employee stock and
401(k) plans — — 760 — — 2,066 2,826
Restricted shares awarded under equity
incentive plan, net of cancellations — — 556 — — 943 1,499
Unearned compensation relating to
restricted shares — — 350 — — — 350
Notes receivable from officers for stock sales,
net of repayments — — (511) — — — (511)
Balance, Decamber 31, 2000 48,225,358 482 172,037 293,772 39 (184,612) 281,718
Comprehensive income:
Net earnings — — — 64,401 — — 64,401
Change in unrealized gain on short-term
investments, net of income taxes — — — — (25) — (25)
Transition adjustment related to financial
instruments, net of taxes — — — — (250) — (250)
Change in fair value of derivative instruments — — — — (4,220} — (4,220)
Adjustment for termination of interest rate
swap agreements — — — — 4,470 — 4,470
Total comprehensive income — — — 64,401 (25) — 64,376
Purchases of treasury stock — — — — —  (44,987) (44,987)
Dividends on common stock, $0.08 per share —_ —_ —_ (2,982) — — (2,982)
Stock options exercised and related tax benefit — — 7,472 — — 16,518 23,990
Shares issued under employee stock and
401(k) plans — — 870 — — 1,392 2,262
Restricted shares awarded under equity
incentive plan, net of cancellations — — (254) — — 383 129
Unearned compensation relating to
restricted shares — — 326 — — — 326
Notes receivable from officers for stock sales,
net of repayments — — 351 — — — 351
Balance, December 30, 2001 48,225,358 $482 $180,802 $355,191 $ 14 $(211,306) $325,183

These condensed consolidated financial statements should be read in conjunction with the full financial statements presented in our Form 10-K.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

FISCAL YEAR ENDED

Dec, 30, 2001 Dec. 31, 2000 Dec. 26, 1999
Cash Flows From Operating Activities:
Net earnings $ 64,401 $ 63,161 $ 54,198
Adjustments to reconcile net earnings to net cash
provided by operating activities:
Depreciation and amortization 31,780 30,208 28,930
Amortization of intangible assets 5,851 5,934 5,997
Write-off of deferred financing costs 1.976 — —
Amortization of deferred financing costs 648 734 678
Deferred income tax provision (benefit) (4,520) 118 (244)
Loss on disposition of restaurants and equipment 1,492 1,265 5,607
Income tax benefit from exercise of stock options 4,807 554 998
Changes in assets and liabilities (exclusive of effects of divestitures):
Receivables (3,067) (8,538) (108)
inventories 2,451 (1,369) (5,781)
Prepaid and other current assets (3.992) 393 508
Accounts payable (4,360) 9,590 (461)
Accrued expenses and other current liabilities 10,068 10,353 9,937
Accrued income taxes (127) (167) 1,182
Franchise deposits . (81) (169) (374)
Other (2,242) (1,224) 700
Net cash provided by operating activities 105,091 110,843 101,767
Cash Flows From Investing Activities:
Purchases of property and equipment (50,086) (46,220) (53,945)
Equity investment in unaffiliated company — (2,000) —
Proceeds from sale of restaurants and equipment 433 1,038 81,884
Purchases of short-term investments (200) (100) —
Maturities and sales of short-term investments 774 1,325 2,200
Net cash provided (used) by investing activities (49,079) (45,957) 30,139
Cash Flows From Financing Activities:
Purchases of treasury stock (44,987) (43,192) (102,959)
Dividends paid (2,779) (2,662) (2,659)
Issuance of common stock upon exercise of stock options 19,183 5,945 6,027
Shares sold under employee stock purchase plan 1,234 1,136 944
Proceeds from issuance of long-term debt 70,000 — 44,604
Deferred financing costs relating to issuance of long-term debt (577) — —
Payments on long-term debt (86,801) (16,777) (78,203)
Net cash used by financing activities (44,727) (55,550) (132,246)
Net Increase {Decrease) In Cash and Cash Equivalents 11,285 9,336 (340)
Cash and Cash Equivalents, beginning of period 10,763 1,427 1,767
Cash and Cash Equivalents, end of period $ 22,048 $ 10,763 $ 1,427

These condensed consolidated financial statements should be read in conjunction with the full financial statements presented in our Form 10-K.
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QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following presents the unaudited consolidated quarterly results of operations for 2001 and 2000. During the fourth quarter of
2001, we incurred costs relating to the termination of interest rate swap agreements of $4,470,000, which are reflected in other
expense, and recognized an extraordinary loss of $1,249,000, net of income taxes of $727,000, due to the write-off of previously
deferred financing costs relating to the refinancing of our prior credit facilities. All amounts, except per share amounts, are expressed
in thousands.

2001 2000
FISCAL QUARTER ENDED FISCAL QUARTER ENDED
April 1, July 1, Sept. 30, Dec. 30, March 26, June 25, Sept. 24, Dec. 31,
2001 2001 2001 2001 2000 2000 2000 2000
Revenues:
Company restaurant sales $160,143 $162,035 $164,238 $164,703 $145,451 $147,909 $151,038 $161,016
Franchise income 22,234 23,885 23,787 23,319 19,799 20,736 21,252 22,951
Total operating revenues 182,377 185,920 188,025 188,022 165,250 168,645 172,290 183,967
Cost of company restaurant sales: _
Food and beverage 43,305 43,633 44,489 44,550 40,058 39,323 41,408 45,225
Labor 50,900 51,533 52,864 53,699 46,168 46,954 47,703 50,577
Direct and occupancy 40,759 41,104 41,459 41,643 35,660 36,095 38,005 41,851
Pre-opening expense 135 132 632 802 296 213 322 828
Total cost of company restaurant sales 135,089 136,402 139,444 140,694 122,182 122,585 127,438 138,481
General and administrative expenses 17,166 18,085 19,197 18,487 16,007 16,338 16,224 16,491
Amortization of intangible assets 1,463 1,462 1,463 1,463 1,451 1,455 1,460 1,568
Loss on disposition of restaurants
and equipment 187 571 329 405 353 322 231 359
Operating earnings 28,462 29,400 27,592 26,973 25,257 27,945 26,937 27,068
Other income (expense):
Investment income 357 415 479 399 349 367 389 379
Interest expense (2,357) (2,043) (1,831) {(1.225) (2,364) (2,267) (2,225) (2,448)
Other income (expense) 20 385 322 (3,541) 118 303 (79) 209
Total other expense (1,910) (1,243) (1,030) (4,367) (1,897) (1,597) (1,915) (1,860)
Earnings before income taxes and
extraordinary item 26,552 28,157 26,562 22,606 23,360 26,348 25,022 25,208
Income taxes 9,771 10,361 9,776 8,319 8,597 9,696 9,208 9,276
Earnings before extraordinary item 16,781 17,796 16,786 14,287 14,763 16,652 15,814 15,932
Extraordinary loss from early
extinguishment of debt,
net of income taxes — — - {1.249) — — — —
Net earnings $ 16,781 $ 17,796 $ 16,786 $ 13,038 §$ 14,763 $ 16,652 $§ 15814 $ 15932
Basic earnings per common share:
Basic earnings before
extraordinary item $ 045 $ 048 $ 045 $ 038 § 037 $ 042 $ 040 $ 042
Extraordinary item — — — {0.03) — — — —
Basic net earnings per common share $ 045 $ 048 $ 045 $ 035 $ 037 $ 042 $ 040 $ 042
Diluted earnings per common share:
Diluted earnings before
extraordinary item $ 045 § 047 $ 044 $ 037 § 037 § 041 $§ 040 $ 042
Extraordinary item —_ — —_ (0.03) — — — —

Diluted net earnings per common share $ 045 $ 047 $ 044 $§ 034 $ 037 $ 041 $ 040 $ 0.2

Basic weighted average shares
outstanding 37,116 36,314 36,911 37,091 40,005 40,035 39,147 37,832

Diluted weighted average shares
outstanding 37,628 37,872 37,880 38,109 40,182 40,550 39,281 38,076
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of Applebee’s international, Inc.
Overland Park, KS

We have audited the consolidated balance sheets of Applebee’s International, Inc. and subsidiaries (the “Company”) as of December 30,
2001 and December 31, 2000, and the related consolidated statements of earnings, stockholders’ equity and cash flows for each of
the three fiscal years in the period ended December 30, 2001. Such consolidated financial statements and our report thereon dated
February 13, 2002 expressing an unqualified opinion (which are not included herein), are included in the Form 10-K furnished with
the Company’s Proxy Statement for the 2002 Annua!l Meeting of Stockholders. The accompanying condensed consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on such condensed con-
solidated financial statements in relation to the complete consolidated financial statements.

In our opinion, the information set forth in the accompanying condensed consolidated financial statements of the Company is fairly
stated in all material respects in relation to the basic consolidated financial statements from which it has been derived.

\b_@ﬁ@m %-GM L

Deloitte & Touche LLP
Kansas City, MO
February 13, 2002

COMMON STOCK INFORMATION

Our common stock trades on The Nasdaq Stock Market, under the symbol APPB. The table below sets forth for the fiscal quarters
indicated the reported high and low sale prices of our common stock, as reported on The Nasdaq Stock Market.

2001 2000
High Low High Low
First Quarter $24.29 $18.67 $19.92 $16.00
Second Quarter $32.00 $23.81 $25.04 $17.04
Third Quarter $33.08 $25.98 $21.42 $13.63
Fourth Quarter $36.89 $26.40 $23.08 $15.00

At December 30, 2001, there were 941 stockholders of record.

We declared an annual dividend of $0.08 per common share on December 13, 2001 for stockholders of record on December 26, 2001,
and the dividend was payable on January 29, 2002. We declared an annual dividend of $0.07 per common share on December 14, 2000
for stockholders of record on December 29, 2000, and the dividend was payable on January 29, 2001.
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BOARD OF DIRECTORS

Lioyd L. Hill

Chairman of the Board, Chief
Executive Officer and President,
Applebee’s International, inc.

Erline Belton #?
President and Founder
of The Lyceum Group

Douglas R. Conant
President and Chief Executive Officer,
Campbell Soup Company

D. Patrick Curran '?
Chairman and Chief Executive Officer,
The Curran Companies

Eric L. Hansen '?
Shareholder in Holman Hansen & Colville,

Mark S. Hansen '?
Chairman and Chief Executive Officer,
Fleming Companies, Inc.

Jack P. Helms ?*
Principal and Shareholder in Goldsmith,
Agio, Helms and Company

Burton M. Sack *
Retired Former Executive,
Applebee’s International, Inc.

George D. Shadid
Executive Vice President

and Chief Operating Officer,
Applebee’s International, Inc.

Committee Memberships
1 Audit
2 Executive Compensation

Lloyd L. Hill
Chairman of the Board,
Chief Executive Officer and President

George D. Shadid
Executive Vice President and
Chief Operating Officer

Steven K. Lumpkin
Executive Vice President, Chief Financial
Officer and Treasurer

Larry A. Cates
President of International Division

John C. Cywinski
Senior Vice President and
Chief Marketing Officer

P.C., a Professional Asscciation

OFFICERS

David L. Goebel
Senior Vice President of Franchise Operations

Louis A. Kaucic
Senior Vice President and Chief People Officer

David R. Parsley
Senior Vice President of Purchasing
and Distribution

Carin L. Stutz
Senior Vice President of Company Operations

Tamy T. Duplantis
Vice President of Information Technology

Kurt Hankins
Vice President of Research and Development
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Janell E. Jones
Vice President of Performance Systems

James W. Kirkpatrick
Vice President of Real Estate
and Construction

Robert T. Steinkamp
Vice President, Secretary and General Counsel

Harry B. Stroup
Vice President of Design and Facilities

Douglas D. Waltman
Vice President of Training and Development
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APPLEBEE'S INTERNATIONAL, INC.

CORPORATE

CORPORATE HEADQUARTERS
4551 West 107th Street
Overland Park, Kansas 66207
(913) 967-4000

Fax: (913) 341-1694

INDEPENDENT ACCOUNTANTS
Deloitte & Touche LLP

1010 Grand Avenue, Suite 400
Kansas City, Missouri 64106

OUTSIDE COUNSEL

Blackwell Sanders Peper Martin LLP
2300 Main Street, Suite 1000
Kansas City, Missouri 64108

SEC FORM 10-K

Shareholders may receive a copy of our 2001 Annual Report to
the Securities and Exchange Commission on Form 10-K free of
charge by writing or calling the Investor Relations Department at
Applebee’s corporate headquarters, as listed above.

FINANCIAL COMMUNITY INFORMATION

Inquiries from institutional investors, financial analysts, registered
representatives, portfolio managers and individual shareholders
should be directed to: Investor Relations Department at
Applebee’s corporate headquarters, as listed above.

(913) 967-4109, Fax: (913) 341-4970 -

Information may also be obtained by visiting our Web site at
www.applebees.com.

/S 2001 SUMMARY ANNUAL REPORT

INFORMATION

REGISTRAR AND TRANSFER AGENT
American Stock Transfer & Trust Co.

59 Maiden Lane

New York, New York 10007

(800) 937-5449

ANNUAL MEETING

Shareholders are cordially invited to attend the 2002 Annual
Meeting of Stockholders which will be held at 10:00 a.m., CDT, on
May 9, 2002 at the Overland Park Marriott, 10800 Metcalf,
Overland Park, Kansas 66210.

Management urges all shareholders to vote their proxies and
thus participate in the decisions that will be made at this meeting.

DIVIDENDS

The 2001 annual dividend was 8 cents per share, paid in January
2002.

SHAREHOLDERS

There were approximately 16,000 beneficial shareholders including
941 shareholders of record as of December 30, 2001.

STOCK LISTING
Our common stock trades on the The Nasdag Stock Market® under
the symbol APPB.

TRADEMARKS

The following are registered trademarks of Applebee’s
International, Inc.: Applebee’s Neighborhood Grill & Bar®
Applebee’s Neighborhood Grill & Bar and Design® Applebee’s
and Design® T.J. Applebee’s R, for Edibles and Elixirs® America’s
Favorite Neighbor® As American As Applebee’s® Eatin’ Good in
the Neighborhood? It’s Got to Be Applebee’s™

CORPORATE PROFILE

Applebee’s International, Inc., headquartered in Overland Park,
Kansas, develops, franchises and operates casual dining restau-
rants in 49 states and eight international countries under the
Applebee’s Neighborhood Grill & Bar® brand.

Each Applebee’s Neighborhood Grill & Bar is designed as an
attractive, friendly, neighborhoed establishment featuring mod-
erately priced, high-quality food and beverage items, table
service and a comfortable atmosphere that appeals to all ages.

Applebee’s Neighborhood Grill & Bar is the largest casual dining
concept in America, both in terms of number of restaurants and

market share. At December 30, 2001, there were 1,392
Applebee’s Neighborhood Grill & Bar restaurants, of which 1,082
were operated by franchisees and 310 were operated by the
Company.

Total system sales for the Applebee’s concept reached $2.93 bil-
lion in 2001, an increase of 10 percent from total system sales of
$2.67 billion in 2000.

The Company's common stock trades on The Nasdaq Stock
Market® under the symbol APPB.
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PART I
Item 1. Business

General

" L AU "

References to "Applebee's", "we", "us", and "our" in this document are references to Applebee's
International, Inc. and its subsidiaries and any predecessor companies of Applebee's International, Inc.
We develop, franchise and operate casual dining restaurants under the name "Applebee's
Neighborhood Grill & Bar." With nearly 1,400 restaurants and $2.93 billion in annual system sales,
Applebee's Neighborhood Grill and Bar is the largest casual dining concept in America, both in terms
of number of restaurants and market share.

We opened our first restaurant in 1986. We initially developed and operated six restaurants as a
franchisee of the Applebee's Neighborhood Grill & Bar Division (the "Applebee's Division") of an
indirect subsidiary of W.R. Grace & Co. In March 1988, we acquired substantially all the assets of
our franchisor. When we acquired the Applebee's Division, it operated 14 restaurants and had ten
franchisees, including us, operating 41 franchise restaurants. ‘

As of December 30, 2001, there were 1,392 Applebee's restaurants. Franchisees operated 1,082 of
these restaurants and 310 restaurants were company operated. The restaurants were located in 49
states and eight international countries. During 2001, 109 new restaurants were opened, including 84
franchise restaurants and 25 company restaurants.

We acquired the Rio Bravo Cantina chain of Mexican casual dining restaurants in March 1995. On
April 12, 1999, we completed the sale of the Rio Bravo Cantina concept, which was comprised of 65
restaurants. We operated 40 of these restaurants and franchisees operated the remaining 25
restaurants. On April 26, 1999, we completed the sale of our four specialty restaurants, which we had
also acquired in 1995.

Our current strategy is to focus on the Applebee's concept. We divested the Rio Bravo Cantina
concept as a part of that strategy. We expect that the Applebee's system will encompass at least 1,800
restaurants in the United States.




The following table sets forth certain unaudited financial information and other restaurant data relating
to company and franchise restaurants, as reported to us by franchisees:

Fiscal Year Ended

December 30, December 31, December 26,
. 2001 2000 1999
Number of restaurants:
Applebee's:
Company:
Beginning of year.............ocooeieviiiinnn. 285 262 247
Restaurant openings .....................oooeeee. 25 25 27
Restaurant closings ..........ccooeiviiiiiiiiinnn — (2) —
Restaurants acquired from (by) franchisees .. — — (12)
Endofyear.................ooci 310 285 262
Franchise:
Beginning of year..................o.ooi 1,001 906 817
Restaurant openings .........cc.coovveviiennnnens 84 100 80
Restaurant closings ...........coococeviiinnnn. 3) (5) 3)
Restaurants acquired by (from) franchisees .. — — i2
Endofyear............ooooiiiiiiiiiiiin, 1,082 1,001 906
Total Applebee's:
Beginning of year...............ooooiiiiiiiiinne. 1,286 1,168 1,064
Restaurant Openings .........coovvviiereniennnne. 109 125 107
Restaurant closings ..............coocoiiiienns (3) (@) (3)
Endofyear.........ooooviiiiiiiiiiiiiiiie 1,392 1,286 1,168
Rio Brave Cantinas:
Company:
Beginning of year................cocciiiciene — — 40
Restaurants divested..........c.ooocoiiiiiiiin — — 40)
Endofyear..............ooc — — —
Franchise:
Beginningof year....................oociils — — 26
Restaurant closings ...........cccoeeeiiiiinenen. — ' — )]
Restaurants divested.............................. — — (25)
Endofyear...........ooeoiiiiiiiiiiiiiinnn.n. — — —
Total Rio Bravo Cantinas:
Beginning of year................oeiiiiinn. — — 66
Restaurant closings ..................c — — H
Restaurants divested.........................c..e. — — (65)
Endofyear.........ooooiiiiiiiiii, — — —
Total number of restaurants:
Beginning of year.....................c 1,286 1,168 1,134
Restaurant openings ................c..ooeeienen. 109 125 107
Restaurant closings ...........oooeeiviiiinn. 3) 7N (4)
Restaurants divested......................... — — (69)
Endofyear.........ccoooooiiiiiiiii 1,392 1,286 1,168




Fiscal Year Ended

December 30, December 31, December 26,
2001 2000 1999
Weighted average weekly sales per restaurant:
Applebee's:
COMPANY ., $ 42,660 $ 42,183 $ 41,674
Franchise...........ccooiiiiiiii, $ 42241 § 41,137 $ 40,297
Total Applebee's..............cooviivininn. $ 42,334 $ 41,370 $ 40619
Change in comparable restaurant sales(. °
Applebee’s:
COMPANY ..o eveeeiee et 2.5% 1.8% 4.4%
Franchise...........cocooeiiiiiiiiin, 3.0% 1.6% 2.9%
Total Applebee’s..............ooo, 2.9% 1.7% 3.2%
Total system sales (in thousands):
Applebee’s ... $ 2,926,288 $ 2,668,539 $ 2,347,388
RioBravo Cantinas .............coovveviviiinennnn. — - 42,661
Specialty restaurants.................ooens — — 4,806
Total system sales ..........cooieiiiiiienn.. $ 2,926,288 $ 2,668,539 $ 2,394,855

) When computing comparable restaurant sales, restaurants open for at least 18 months are compared from period to period.




The Applebee's System

Concept. Each Applebee's restaurant is designed as an attractive, friendly, neighborhood establishment
featuring moderately priced, high quality food and beverage items, table service and a comfortable
atmosphere. Our restaurants appeal to a wide range of customers including young adults, senior citizens
and families with young children.

During 1998, we initiated a strategy to enter into counties with a population of less than 50,000. We
have been successful at market penetration of the Applebee's concept, and we recognize that small
towns represent a market with significant potential. As of December 30, 2001, there were a total of 92
restaurants open in these smaller markets, and we anticipate at least 150 restaurants to be opened long-
term in small towns. Because of these factors, we expect that the Applebee's system will encompass at
least 1,800 restaurants in the United States.

We have set certain specifications for the design of our restaurants. Our restaurants are located in free-
standing buildings, end caps of strip shopping centers, and shopping malls. Each restaurant has a bar,
and many restaurants offer patio seating. The decor of each restaurant incorporates artifacts and
memorabilia such as old movie posters, musical instruments and sports equipment. Restaurants also
frequently display photographs, magazine articles and newspaper articles highlighting local history and
personalities. These items give each restaurant an individual, neighborhood identity. We require that
each restaurant be remodeled every six years to embody the design elements of the current prototype.

Menu. Each restaurant offers a diverse menu of high quality, moderately priced food and beverage items
consisting of traditional favorites and signature dishes. The restaurants feature a broad selection of
entrees, including beef, chicken, seafood and pasta items prepared in a variety of cuisines, as well as
appetizers, salads, sandwiches, specialty drinks and desserts. Substantially all restaurants offer beer,
wine, liquor and premium specialty drinks. During 2001, alcoholic beverages accounted for 14.1% of
company owned restaurant sales.

Restaurant Operations. We and our franchisees operate all restaurants in accordance with uniform
operating standards and specifications. These standards pertain to the quality and preparation of menu
items, selection of menu items, maintenance and cleanliness of premises, and employee conduct. We
develop all standards and specifications with input from franchisees, and they are applied on a system-
wide basis.

Training. We have an operations training course for general managers, kitchen managers and other
restaurant managers. The course consists of in-store task-oriented training and formal administrative,
customer service, and financial training. We ensure that new restaurants comply with our standards by
providing them with a team of trainers to conduct hands-on training for all restaurant employees. We also
provide periodic training for our restaurant employees regarding various topics, generally through in-
restaurant seminars and video presentations.

Advertising. We have historically concentrated our advertising and marketing efforts primarily on food-
specific promotions. We advertise on a national, regional and local basis, utilizing primarily television,
radio and print media. In 2001, approximately 4.3% of sales for company restaurants was spent on
advertising. This amount includes contributions to the national advertising pool which develops and funds
the specific national promotions. We focus the remainder of our advertising expenditures on local
advertising in areas with company owned restaurants.




Purchasing. Maintaining high food quality and system-wide consistency is a central focus of our
purchasing program. We mandate quality standards for all products used in the restaurants, and we
maintain a limited list of approved suppliers from which we and our franchisees must select. We have
negotiated purchasing agreements with most of our approved suppliers which result in volume discounts
for us and our franchisees. Additionally, when necessary we purchase and maintain inventories of
Riblets, a specialty item on the Applebee's menu, to assure sufficient supplies for the system. In 2001,
we began a new multi-year supply chain management initiative designed to leverage our size, improve
sourcing of products and optimize distribution.

Company Restaurants

Company Restaurant Openings and Acquisitions. QOur expansion strategy is to cluster restaurants in
targeted markets, thereby increasing consumer awareness. Our strategy enables us to take advantage of
operational, distribution and advertising efficiencies. Our development experience indicates that when we
open multiple restaurants within a particular market, our market share increases.

In order to maximize overall system growth, our expansion strategy through 1992 emphasized franchise
arrangements with experienced, successful and financially capable restaurant operators. We continue to
expand the Applebee's system across the United States through franchise operations, but beginning in
1992, our growth strategy also included increasing the number of company owned restaurants. We have
tried to achieve this goal in two ways. First, we have developed strategic territories. Second, when
franchises are available for purchase under acceptable financial terms, we have selectively acquired
existing franchise restaurants and terminated the selling franchisee’s related development rights. Using
this strategy, we have expanded from a total of 31 company owned or operated restaurants as of
December 27, 1992 to a total of 310 as of December 30, 2001. We accomplished this expansion by
opening 234 new restaurants and acquiring 81 franchise restaurants over the last nine years. In addition,
as part of our portfolic management strategy, we have sold 26 restaurants to franchisees during this nine-
year period.

We opened 25 new Applebee's restaurants in 2001 and anticipate opening approximately 25 new
Applebee's restaurants in 2002. We may open more or fewer restaurants depending upon the availability
of appropriate new sites. The following table shows the areas where our company restaurants were
located as of December 30, 2001:




Area

Detroit/Southern Michigan ...................coeiiiinenn. 55
New England (includes Massachusetts, Vermont,

New Hampshire, Rhode Island and Maine)............. 52
Minneapolis/St. Paul, Minnesota........................... 44
VIrginia . ... 38
North/Central TeXas........ccooviiiiiiiiiiiiiiiiiiiiens 36
St. Louis, Missouri/Iinois..........oooovvvinnnneen... 25
Kansas City, Missouri/Kansas .............cocceevvivnenn.n. 24
Las Vegas/Reno, Nevada..............cocoeiiinn, 12
Atlanta, GEOTZIa. .. ....ooviiiiiii e 9
Albuquerque, New MeXico........c.coeoeiviiiiiiiinnnn. 8
San Diego/Southern California .................cooeeente. 7

310

Restaurant Operations. The staff for a typical restaurant consists of one general manager, one kitchen
manager, two or three assistant managers and approximately 60 hourly employees. All managers of
company owned restaurants receive a salary and performance bonus based on restaurant sales, profits
and adherence to our standards. As of December 30, 2001, we employed ten Regional Vice Presidents
of Operations/Directors of Operations and 50 Area Directors. The Area Directors’ duties include
regular restaurant visits and inspections which ensure the ongoing maintenance of our standards of
quality, service, cleanliness, value, and courtesy. In addition to providing a significant contribution to
revenues and operating earnings, we use company owned restaurants for many purposes which are
integral to the development of the entire system, including testing of new menu items and training of
franchise restaurant managers and operating personnel.

The Applebee's Franchise System

Franchise Territory and Restaurant Openings. We currently have exclusive franchise arrangements
with 66 franchise groups, including 15 international franchisees. We have generally selected
franchisees that are experienced multi-unit restaurant operators who have been involved with other
restaurant concepts. Our franchisees operate Applebee's restaurants in 43 states and eight international
countries. We have assigned the vast majority of all territories in the contiguous 48 states or have
designated them for company development.

As of December 30, 2001, there were 1,082 franchise restaurants. Franchisees opened 80 restaurants
in 1999, 100 restaurants in 2000 and 84 restaurants in 2001. We anticipate between 80 to 90 franchise
restaurant openings in 2002.

Development of Restaurants. We make available to franchisees the physical specifications for a typical
restaurant, and we retain the right to prohibit or modify the use of any plan. Each franchisee is
responsible for selecting the site for each restaurant within their territory. We assist franchisees in
selecting appropriate sites, and any selection made by a franchisee is subject to our approval. We also
conduct a physical inspection, review any proposed lease or purchase agreement, and make available
demographic studies.

Domestic Franchise Arrangements. Each franchise arrangement consists of a development agreement
and separate franchise agreements. Development agreements grant the exclusive right to develop a




v number of restaurants in a designated geographical area. The term of a domestic development
agreement is generally 20 years. The franchisee enters into a separate franchise agreement for the
operation of each restaurant. . Each agreement has a term of 20 years and permits renewal for up to an
additional 20 years in accordance with the terms contained in the then current franchise agreement
(including the then current royalty rates and advertising fees) and upon payment of an additional
franchise fee.

For each restaurant developed, a franchisee is currently obligated to pay an initial franchisee fee

(which typically ranges from $30,000 to $35,000) and a royalty fee equal to 4% of the restaurant's

monthly gross sales. We have executed agreements with a majority of our franchisees which maintain

the existing royalty fees of 4% and extend the current franchise and development agreements until

Jamuary 1, 2020. The revised agreements establish new restaurant development obligations over the

next several years which support our long-term expectation of at least 1,800 restaurants in the United -
States. The terms, royalties and advertising fees under a limited number of franchise agreements and

the franchise fees under older development agreements vary from the currently offered arrangements.

Advertising. We currently require domestic franchisees to contribute 2.25% of gross sales to the
national advertising pool. This amount is in addition to their required spending of at least 1.5% of
gross sales on local advertising and promotional activities. Franchisees also promote the opening of
each restaurant and we reimburse the franchisee for 50% of the out-of-pocket opening advertising
expenditures, subject to certain conditions. The maximum amount we will reimburse for these
expenditures is $2,500. Under our franchise agreements, we can increase the combined amount of the
advertising fee and the amount required to be spent on local advertising and promoticnal activities to a
maximum of 5% of gross sales.

Training and Support. We provide ongoing advice and assistance to franchisees in connection with the
operation and management of each restaurant through training sessions, meetings, seminars, on-
premises visits, and by written or other material. We also assist franchisees with business planning,
development, technology and human resource efforts.

Quality Control. We continuously monitor franchisee operations and inspect restaurants, principally
through our full-time franchise consultants {22 as of December 30, 2001). We make both scheduled
and unannounced inspections of restaurants to ensure that only approved products are in use and that
our prescribed operations practices and procedures are being followed. A minimum of three planned
visits are made each year, during which one of our representatives conducts an inspection and
consultation at each restaurant. We have the right to terminate a franchise if a franchisee does not
operate and maintain a restaurant in accordance with our requirements.

Franchise Business Council. We maintain a Franchise Business Council which provides us with advice
about operations, marketing, product development and other aspects of restaurant operations for the
purpose of improving the franchise system. As of December 30, 2001, the Franchise Business Council
consisted of seven franchisee representatives and two members of our senior management. Two
franchisee representatives are permanent members, one franchisee representative must be a franchisee
with five or less restaurants, and any franchisee who operates 10% or more of the total number of
system restaurants {currently none) is reserved a seat. Franchisees elect the remaining franchisee
representatives annually.

International Franchise Agreements. We continue to pursue international franchising of the Applebee's
concept under a long-term strategy of controlled expansion. This strategy includes seeking qualified




franchisees with the resources to open multiple restaurants in each territory and those with familiarity
with the specific local business environment. We are currently focusing on international franchising in
Canada, Latin America and the Mediterranean/Middle East. In this regard, we currently have
development agreements with 15 international franchisees. Franchisees operated 38 international
restaurants as of December 30, 2001. The success of further international expansion will depend on,
among other things, local acceptance of the Applebee's concept and our ability to attract qualified
franchisees and operating personnel. We must also comply with the regulatory requirements of the
local jurisdictions, and supervise international franchisee operations effectively.

Franchise Financing. Although financing is the sole responsibility of the franchisee, we make
available to franchisees information about financial institutions interested in financing the costs of
restaurant development for qualified franchisees. None of these financial institutions is our affiliate or
agent, and we have no control over the terms or conditions of any financing arrangement offered by
these financial institutions. Under a previous franchise financing program, we provided a limited
guaranty of loans made to certain franchisees.

Competition

We expect competition in the casual dining segment of the restaurant industry to remain intense with
respect to price, service, location, concept, and the type and quality of food. There is also intense
competition for real estate sites, qualified management personnel, and hourly restaurant staff. Our
competitors include national, regional and local chains, as well as local owner-operated restaurants.
We have a number of well-established competitors. Some of these companies have been in existence
longer than we have, and therefore they may be better established in the markets where our restaurants
are or may be located.

Service Marks

We own the rights to the "Applebee's Neighborhood Grill & Bar®" service mark and certain variations
thereof in the United States and in various foreign countries. We are aware of names and marks
similar to our service marks used by third parties in certain limited geographical areas. We intend to

protect our service marks by appropriate legal action where and when necessary.

Government Regulation

Our restaurants are subject to numerous federal, state, and local laws affecting health, sanitation and
safety standards. Our restaurants are also subject to state and local licensing regulation of the sale of
alcoholic beverages. [Each restaurant is required to obtain appropriate licenses from regulatory
authorities allowing it to sell liquor, beer, and wine. We also require that each restaurant obtain food
service licenses from local health authorities. Our licenses to sell alcoholic beverages must be renewed
annually and may be suspended or revoked at any time for cause. This would include violation of any
law or regulation pertaining to alcoholic beverage control by us or our employees. Among such laws
are those regulating the minimum age of patrons or employees, advertising, wholesale purchasing, and
inventory control. If one of our restaurants failed to maintain its license to sell alcohol or serve food,
it would significantly harm the success of that restaurant. In order to reduce this risk, we operate each
restaurant in accordance with standardized procedures designed to facilitate compliance with all
applicable codes and regulations.
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Our employment practices are governed by various governmental employment regulations. These
include minimum wage, overtime, immigration, family leave and working condition regulations.

We are subject to a variety of federal and state laws governing franchise sales and the franchise
relationship. In general, these laws and regulations impose certain disclosure and registration
requirements prior to the sale and marketing of franchises. Recent decisions of several state and
federal courts and recently enacted or proposed federal and state laws demonstrate a trend toward
increased protection of the rights and interests of franchisees against franchisors. Such decisions and
laws may limit the ability of franchisors to enforce certain provisions of franchise agreements or to
alter or terminate franchise agreements. Due to the scope of our business and the complexity of
franchise regulations, we may encounter minor compliance issues from time to time. We do not
believe, however, that any of these issues will have a material adverse effect on our business.

Under certain court decisions and statutes, owners of restaurants and bars in some states in which we
own or operate restaurants may be held liable for serving alcohol to intoxicated customers whose
subsequent conduct results in injury or death to a third party. We cannot guarantee that we will not be
subject to such liability. We do believe, however, that our insurance presently provides adequate
coverage for such liability.

Employees

As of December 30, 2001, we employed approximately 20,900 full and part-time employees. Of
those, approximately 450 were corporate personnel, 1,350 were restaurant managers or managers in
training and 19,100 were employed in non-management full and part-time restaurant positions. Of the
450 corporate employees, approximately 160 were in management positions and 290 were general
office employees, including part-time employees.

We consider our employee relations to be good. Most employees, other than restaurant management
and corporate personnel, are paid on an hourly basis. We believe that we provide working conditions
and wages that compare favorably with those of our competition. We have never experienced a work
stoppage due to labor difficulty, and our employees are not covered by a collective bargaining
agreement.
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Executive Officers of the Registrant

Qur executive officers as of December 30, 2001 are shown below.

Name Age Position
Lloyd L. Hill ................. 57  Chairman of the Board of Directors, Chief Executive Officer
and President
George D. Shadid............ 47  Executive Vice President and Chief Financial Officer (Chief

Operating Officer effective March 1, 2002), Treasurer and
Member of the Board of Directors

Steven K. Lumpkin. ......... 47  Executive Vice President and Chief Development Officer
(Chief Financial Officer and Treasurer effective March 1,
2002)

Larry A. Cates ............... 53 President of International Division

John C. Cywinski............ 36 Senior Vice President and Chief Marketing Officer

David L. Goebel ............. 51 Senior Vice President of Franchise Operations

Louis A. Kaucic.............. 50  Senior Vice President and Chief People Officer

David R. Parsley............. 55 Senior Vice President of Purchasing and Distribution

CarinL. Stutz ................ 45 Senior Vice President of Company Operations

Lloyd L. Hill was elected a director in August 1989. Mr. Hill was appointed Executive Vice President
and Chief Operating Officer in January 1994. In December 1994, he assumed the role of President in
addition to his role as Chief Operating Officer. Effective January 1, 1997, Mr. Hill assumed the role
of Co-Chief Executive Officer. In January 1998, he assumed the full duties of Chief Executive
Officer. In May 2000, Mr. Hill was elected Chairman of the Board of Directors. Prior to joining
Applebee's, he served as President of Kimberly Quality Care, a home health care and nurse personnel
staffing company from December 1989 to December 1993, where he alsc served as a director from
1988 to 1993, having joined that organization in 1980.

George D. Shadid was employed by Applebee's in August 1992, and served as Senior Vice President
and Chief Financial Officer until January 1994 when he was promoted to Executive Vice President and
Chief Financial Officer. He also became Treasurer in March 1995, In March 1999, Mr. Shadid was
elected a director. In March 2002, he assumed the position of Chief Operating Officer. Prior to
joining Applebee's, he served as Corporate Controller of Gilbert/Robinson, Inc. from 1985 to 1987, at
which time he was promoted to Vice President, and in 1988 assumed the position of Vice President and
Chief Financial Officer, which he held until August 1992. From 1976 until 1985, Mr. Shadid was
employed by Deloitte & Touche LLP.

Steven K. Lumpkin was employed by Applebee's in May 1995 as Vice President of Administration. In
January 1996, he was promoted to Senior Vice President of Administration. In November 1997, he
assumed the position of Senior Vice President of Strategic Development and in January 1998 was
promoted to Executive Vice President of Strategic Development. He was named Chief Development
Officer in March 2001. In March 2002, Mr. Lumpkin assumed the position of Chief Financial Officer
and Treasurer. Prior to joining Applebee's, Mr. Lumpkin was a Senior Vice President with a division
of the Olsten Corporation, Glsten Kimberly Quality Care from July 1993 until January 1995. From
June 1990 until July 1993, Mr. Lumpkin was an Executive Vice President and a member of the board
of directors of Kimberly Quality Care. From January 1978 until June 1990, Mr. Lumpkin was
employed by Price Waterhouse LLP, where he served as a management consulting partner and
certified public accountant.
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Larry A. Cates was employed by Applebee's in May 1997 as President of the International Division.
Prior to joining Applebee's, Mr. Cates spent 17 years with PepsiCo Restaurants developing
international markets for that company's Pizza Hut, Taco Bell and KFC brands. From 1994 to 1597,
Mr. Cates was Vice President of Franchising and Development - Europe/Middle East, and from 1990
to 1994, he was Chief Executive Officer of Pizza Hut UK, Ltd., a joint venture between PepsiCo
Restaurants and Whitbread.

John C. Cywinski was employed by Applebee's in July 2001 as Senior Vice President and Chief
Marketing Officer. Prior to joining Applebee's, Mr. Cywinski was employed as Vice President of
Brand Strategy for McDonald's Corporation from April 1999 to July 2001. From Octcber 1996 to
April 1999, he was President of Buena Vista Pictures Marketing, the motion picture division of The
Walt Disney Company. Prior to 1996, Mr. Cywinski held various positions with Burger King
Corporation.

David L. Goebel was employed by Applebee's in February 2001 as Senior Vice President of Franchise
Operations. Prior to joining Applebee's, Mr. Goebel headed a management company that provided
consulting and strategic planning services to various businesses from April 1998 to February 2001.
Prior to 1998, he held several executive positions with various restaurant companies.

Louis A. Kaucic was employed by Applebee's in October 1997 as Senior Vice President of Human
Resources. He was named Chief People Officer in March 2001. Prior to joining Applebee's, Mr.
Kaucic was Vice President of Human Resources and later promoted to Senior Vice President of Human
Resources with Unique Casual Restaurants, Inc., which operated several restaurant concepts, from July
1992 until October 1997. From 1982 to 1992, he was employed by Pizza Hut in a variety of positions,
including Director of Employee Relations. From 1978 to 1982, Mr. Kaucic was employed by
Kellogg's as an Industrial Relaticns Manager.

David R. Parsley was employed by Applebee's in April 2000 as Senior Vice President of Purchasing
and Distribution. Prior to joining Applebee’s, Mr. Parsley held several positions with Prandium, Inc.,
operator of El Torito, Chi-Chi's and Koo Koec Roo, from November 1996 to April 2000, most recently
as Senior Vice President of Quality and Supply Chain Management. He has also held purchasing
positions with The Panda Management Company, Carl Karcher Enterprises, Proficient Food Company,
Inc., and Baxter Healthcare Corporation.

Carin L. Stutz was employed by Applebee's in November 1959 as Senior Vice President of Company
Operations. Prior to joining Applebee's, Ms. Stutz was Division Vice President with Wendy's
International from July 1994 to November 1999. From 1993 to 1994, she was Regional Operations
Vice President for Sodexho, USA. From 1990 to 1993, Ms. Stutz was employed by Nutri/System,
Inc. as a Vice President of Corporate Operations. Prior to 1990, Ms. Stutz was employed for 12 years
with Wendy's International.
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Item 2. Properties

As of December 30, 2001, we owned or operated 310 restaurants. Of these, we leased the land and
building for 60 sites, owned the building and leased the land for 116 sites, and owned the land and
building for 134 sites. In addition, as of December 30, 2001, we owned 4 sites for future development
of restaurants and had entered into 12 lease agreements for restaurant sites we plan to open during
2002. Our leases generally have an initial term of 15 to 20 years, with renewal terms of 5 to 20 years,
and provide for a fixed rental plus, in certain instances, percentage rentals based on gross sales.

We own an 80,000 square foot office building in Overland Park, Kansas, located in the Kansas City
metropolitan area, in which our corporate offices are headquartered. We also lease office space in
certain regions in which we operate restaurants.

Under our franchise agreements, we have certain rights to gain control of a restaurant site in the event
of default under the lease or the franchise agreement.

The following table sets forth the 49 states and the eight international countries in which Applebee's
are located and the number of restaurants operating in each state or country as of December 30, 2001 :




Number of Restaurants

State or Country Company Franchise Total System
Domestic:
Alabama..............ocoie — 27 27
Alaska ....ooovviiiiii — 1 1
ATIZONA.. ..o, — 22 22
ATkansas ........cocciieiiiiiee — 7 7
California .......c...ooviveiininin ., 7 70 77
Colorado ....ccoovvviieiiiinn .. — 28 28
CONNECHICUL .. cveuvevveeniiaeeennnses — 9 9
Delaware.......coovvviiiiineininn.. — 5 5
Florida .......oooviiiiieiinn, — 82 82
Georgia.......ooooviiiiiiiii 9 53 62
Idaho......cooooviiiiiiees — 9 9
HENOIS..oveee e 6 43 49
Indiana ............ccoeeiiiineen... — 51 51
Towa .oooooi — 22 22
Kansas.........ocooiiiiiiiiininnnnn, 10 15 25
Kentucky.....oooviiiii — 31 31
Louisiana ............coocveiviiann. — 17 17
MainE. ..o eriiniiereeieienenenns 6 — 6
Maryland............. — 19 19
Massachusetts ........................ 26 - 26
Michigan.................. 55 12 67
Minnesota............ooiiviiiiinn.. 41 1 42
MiSSISSIPPE.cnveenninieiiiaeeean — 14 14
MISSOUTT «.iviiieiiieieiieieeeeennes 33 10 43
Montana.........o.coevveiiiniiennnn.. — 7 7
Nebraska.......cooveeveiiieinnennen... — 14 14
Nevada......ocoovviiiiiiiiineannnn. .. 12 — 12
New Hampshire ..................... 12 — 12
New Jersey ....ooveieiiiiiiins — 26 26
New Mexico.......ooovvvivnennninnnn. 8 5 13
New York ....oooiviveiiiien. — 63 63
North Carolina....................... 1 43 44
North Dakota......................... — 7 7
OhiO .o — 69 69
Oklahoma............coooveiiinnns —_ 13 13
Oregon ...ocoevevereiiiniinieenn, — 12 12
Pennsylvania ......................... — 43 43
Rhode Island .............ooeevine. 6 — 6
South Carolina ....................... — 40 40
South Dakota..............c.oo.en.ne. —_ 4 4
Tennessee......c..ooevviivnniiiinnn. — 44 44
TeXas ..ccooviiniiiiii i, 36 25 61
Utah oo - 10 10
VEermont......cooovvuveiiiniaanannnanns 2 — 2
ViIrginia ....oovveenviniininieeienns 37 9 46
Washington...........ccoveiiinnnn. —_ 16 16
West Virginia ........................ — 13 13
WiSCONSIN....vvverrenrniieneneinnnsns 3 29 32
Wyoming ......cc.ooeiieenveninnnnns — 4 4
Total Domestic....................... 310 1,044 1,354
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Number of Restaurants

State or Country Company Franchise Total System
International:
Canada .......ooovviiiiiien — 14 14
Egypt oo — 1 1
(65 {1V P — 2 2
Honduras.........ccooooiivieninnannns — 2 2
Kuwait.....oooviiiiniieeeens — 2 2
MEXICO ..vvviiiiii e — 11 11
Netherlands...........covveveevennnnns — 5 5
Sweden....ooooviiiiiiiiiiiies — 1 1
Total International ................... — 38 38

310 1,082 1,392

Item 3.  Legal Proceedings

We are involved in various legal actions arising in the normal course of business. These matters
include, without limitation, such matters as employment law related claims and disputes with certain
international franchisees regarding disclosures we allegedly made or omitted. In each instance, we
believe that we have meritorious defenses to the allegations made and we are vigorously defending
these claims.

While the resolution of the matters described above may have an impact on the financial results for the
period in which they are resolved, we believe that the ultimate disposition of these matters will not,
individually or in the aggregate, have a material adverse effect upon our business or consolidated
financial position.

Item 4.  Submission of Matters to a Vote of Security Holders

Not applicable.
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Item 5.

1.

PART If
Market for Registrant's Commen Equity and Related Stockholder Matters
QOur common stock trades on The Nasdaq Stock Market® under the symbol APPB.

The table below sets forth for the fiscal quarters indicated the reported high and low sale prices
of our common stock, as reported on The Nasdaq Stock Market.

2001 2000
High Low High Low
First Quarter $ 2429 § 18.67 § 1992 § 16.00
Second Quarter $ 3200 $ 2381 $ 2504 $§ 17.04
Third Quarter $ 3308 $ 2598 $ 2142 § 13.63
Fourth Quarter $ 3689 $ 2640 $ 2308 $ 15.00

Number of stockholders of record at December 30, 2001: 941

We declared an annual dividend of $0.08 per common share on December 13, 2001 for
stockholders of record on December 26, 2001, and the dividend was payable on January 29,
2002. We declared an annual dividend of $0.07 per common share on December 14, 2000 for
stockholders of record on December 29, 2000, and the dividend was payable on January 29,
2001.

We presently anticipate continuing the payment of cash dividends based upon our annual net
income. The actual amount of such dividends will depend upon future earnings, results of
operations, capital requirements, our financial condition and certain other factors. There can
be no assurance as to the amount of net income that we will generate in 2002 or future years
and, accordingly, there can be no assurance as to the amount that will be available for the
declaration of dividends, if any.




Item 6. Selected Financial Data

The following table sets forth for the periods and the dates indicated our selected financial data. The
fiscal year ended December 31, 2000 contained 53 weeks, and all other periods presented contained 52
weeks. The following should be read in conjunction with the Consolidated Financial Statements and
Notes thereto and "Management's Discussion and Analysis of Financial Condition and Results of
Operations” appearing elsewhere in this Form 10-K. All per share and weighted average share
information has been restated to reflect a three-for-two stock split in 2001.

Fiscal Year Ended
December 30, December 31, December 26, December 27, December 28,
2001 2000 1999 1998 1997

(in thousands, except per share amounts)

STATEMENT OF EARNINGS DATA:

Company restaurant sales ................. $ 651,119 $ 605,414 $ 596,754 $ 580,840 $452,173
Franchise income...........c.oooeieinent. 93,225 84,738 72,830 66,722 63,647
Total operating revenues............. $ 744,344 $ 690,152 $ 669,584 $ 647,562 $ 515,820
Operating €arnings ......................... $ 112,427 $ 107,207 $ 94,910 $ 88,562 $ 71,283
Earnings before extraordinary item...... $ 65,650 $ 63,161 $ 54,198 $ 50,656 $ 45,001
Basic earnings per share before
extraordinary item ....................... $ 177 § 161 $ 127 $ 1.12 $ 096

Diluted earnings per share before

extraordinary item ....................... $ 173 5 S S S
NEt CaTTNES ... vvveiveeieaiiieeriineen $ 64,401 $ $ $ $
Basic net earnings per share .............. $ 174 $  1.61 $ 127 $ 1.10 $ 0096
Diluted net earnings per share............ $ 170 $ $ $ $
Dividends per share .............cccoeovvnes. $ 0.08 $ $ $ $
Basic weighted average shares

outstanding............ooeeiiiiiiiiinn . 37,008 39,228 42,605 45,408 47,102
Diluted weighted average shares
outstanding...........cooeiiiiiiiiinann, 37,918 39,447 42,902 45,578 47,460

BALANCE SHEET DATA
(AT END OF FISCAL YEAR):

Total assets .....ocvvvniviiiiniiiiieiee, $500,411 $ 471,707 $442,216 $ 510,904 $ 377,474
Long-term obligations, including

current POrton .........o.oeeviiienieens. $ 74,568 $ 91,355 $ 108,100 $ 147,188 $ 29,105
Stockholders’ equity ............c.ouennn. $325,183 $ 281,718 $ 253,873 $ 296,053 $ 290,443
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Item 7.  Management's Discussion and Analysis of Financial Condition and Results of
Operations

General
Our revenues are generated from two primary sources:

® C()mpany restaurant sales (food and beverage sales)
e Franchise income

Franchise income consists of franchise restaurant royalties (generally 4% of each franchise restaurant's

monthly gross sales) and franchise fees (which typically range from $30,000 to $35,000 for each

Applebee's restaurant opened). Beverage sales include sales of alcoholic beverages, while non-
. alcoholic beverages are included in food sales.

Certain expenses relate only to company operated restaurants. These include:

Food and beverage costs
Labor costs

Direct and occupancy costs
Pre-opening expenses

® © & @

Other expenses, such as general and administrative and amortization expenses, relate to both company
operated restaurants and franchise operations.

We operate on a 52 or 53 week fiscal year ending on the last Sunday in December. Our fiscal years
ended December 30, 2001, December 31, 2000 and December 26, 1959 contained 52, 53 and 52 weeks,
respectively, and are referred to hereafter as 2001, 2000 and 1999, respectively.

Critical Accounting Policies

Management's Discussion and Analysis of Financial Condition and Results of Operations are based
upon our consolidated financial statements, which were prepared in accordance with accounting
principles generally accepted in the United States of America. These principles require us to make
estimates and assumptions that affect the reported amounts in the consolidated financial statements and
notes thereto. Actual results may differ from these estimates, and such differences may be material to
the consolidated financial statements. We believe that the following significant accounting policies
involve a higher degree of judgement or complexity (see Note 2 of our Consolidated Financial
Statements for a complete discussion of our significant accounting policies).

Property and equipment: Property and equipment are depreciated on a straight-line basis over the
estimated useful lives of the assets. The useful lives of the assets are based upon management's
expectations for the period of time that the asset will be used for the generation of revenue. We
periodically review the assets for changes in circumstances which may impact their useful lives.

Impairment of long-lived assets: We periodically review property and equipment for impairment using
historical cash flows as well as current estimates of future cash flows. This assessment process

requires the use of estimates and assumptions which are subject to a high degree of judgement. In
addition, we periodically assess the recoverability of goodwill and other intangible assets which
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requires us to make assumptions regarding the future cash flows and other factors to determine the fair
value of the assets. If these assumptions change in the future, we may be required tc record
impairment charges for these assets.

Other estimates: We are required to make judgements and or estimates in the determination of several
of the accruals that are reflected in our consolidated financial statements. We believe that the
following accruals are subject to a higher degree of judgement.

We are periodically involved in various legal actions arising in the normal course of business. We are
required to assess the probability of any adverse judgements as well as the potential ranges of any
losses. We determine the required accruals after a careful review of the facts of each legal action.
Our accruals may change